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Solvency Topic Intro

• Why are there solvency issues?
– Who is being served, financial markets or 

participants?

• How to measure it?

• Transnational, trans-sector influences or 
contagion

• Real life issues

Third Annual Conference of Labor-Management Benefit Plan Advocates 2



Causes of Solvency Challenges(not)

Me

Third Annual Conference of Labor-Management Benefit Plan Advocates 3



Ripped from Today’s Headlines

For Europe's millions, it's apt that their home is 
known as the Old Continent. 

Accounting standard changes and a regulatory
push for better risk management have also
encouraged the 5 trillion euro pension fund
industry to adopt a liability-driven investment LDI.L
approach aimed at matching assets to liabilities via
a greater use of fixed income products.
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Solvency ratios at the 400 federally regulated DB pension plans in Canada are now at 
their highest point since June 2008, the Office of the Superintendent of Financial 
Institutions said… 

In its May 2011 report, OSFI said the average solvency ratio of the plans it oversees has 
risen to an estimated 0.93:1 as of Dec. 31, 2010, up from 0.87:1 in June 2010 and 0.90:1 
in December 2009. 

The solvency ratio measures the ratio of assets to liabilities. 

OSFI also estimated that 76% of the plans were underfunded on a solvency basis as of 
December, an improvement from the 79% that were in that situation six months earlier. 

About 16% of the plans are believed to have had a solvency ratio of less than 0.80:1 at 
the end of December, OSFI said. That's also an improvement from the 22% estimated to 
be in that situation in June. 

-By Monica Gutschi, Dow Jones Newswires; 416-306-2017; monica.gutschi@dowjones.com 

Look to the North – Oh Canada
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Global Challenges - The World of 
Acronyms and Ref. Nos.

• IAS 19 (IFRS)
– Does it scrap the use of expected return on assets?
– No more “corridors,” immediate recognition of gains 

and losses? 
• FASB subtopic 715-80 (beyond FAS)

– PPA Zone Status
– Contributions for current period
– Whether a surcharge has been imposed
– CBA expiration date

• Canada could looks south or across the Atlantic, 
but has its own acronyms too
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•The poor user community
•Not withdrawal liability
•How to make it comparable?
•How to make is easier?
•Quantitative or Qualitative

FASB

• Is IORP relevant to funded pension systems
• Is Solvency II framework an appropriate benchmark?
•What do plans suggest?IORP

•Not quite the same idea, but it is an acronym
•Annual valuation now required, unless .90%  funded”
•Where Ontario goes so goes the whole of Canada?  JSPP 
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“We are lucky that many pension experts share our 
concern about imposing short-term solvency 
requirements, such as those for insurers, to pension 
funds - which will prevent them from taking a long term 
view when investing in members' scheme 
contributions. Such a long term perspective is essential 
if we want to deliver higher returns or to keep 

contributions to an acceptable level.” (emphasis added)

Secretary-General of European Federation for Retirement Provision Chris Verhaegen
considers the way forward …

Third Annual Conference of Labor-
Management Benefit Plan Advocates

9



$0.00

$2.00

$4.00

$6.00

$8.00

$10.00

$12.00

$14.00

$16.00
1 10 19 28 37 46 55 64 73 82 91 10
0

10
9

11
8

12
7

13
6

14
5

15
4

16
3

17
2

18
1

19
0

19
9

20
8

21
7

22
6

23
5

24
4

25
3

26
2

27
1

28
0

2007

2008

2009
$4.04

$6.81

$3.84

Meanwhile, back in the us

Changes in Median Hourly Contribution 
Rates 2007 - 2009

Number of Plans Responding 10



Preservation of Access to 
Medicare and Pension Relief Act

• 30-Year Amortization of 2008 /09 
Investment Losses

• 10-Year Smoothing of 2008/09 
Investment Losses 

• Temporary Expansion of Asset 
Smoothing Corridor to 130% 
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Solvency Test –
– Plan must be projected to have 

sufficient assets to pay all 
expected benefits & other 
expenditures over 30 years

– Must use same assumptions and 
plan of benefits in effect at time 
of certification
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Benefit Restrictions 
– Plans that elect any of the relief 

provisions cannot adopt any 
benefit improvements w/in 2 years 
of a plan year to which the relief 
provisions apply

– Each portion of loss recognized 
begins a new 2 year period 

– effective restriction period to 
obtain full relief   - 12 years
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Rabobank, Overfunded, Revamps 
its Investments to Focus on Capital 
Preservation
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